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General Business Conditions 





HE business situation has shown lit- 

tle development in the last month, 

and since the public is looking hope- 

fully for signs of improvement this 

of itself has been disappointing. How- 
ever, there was no reason for expecting any- 
thing different when the month began. Con- 
fidence was too seriously disturbed in June 
and July for a revival to start in August, a 
month which seldom initiates even a seasonal 
movement. Moreover, the drought damage, 
bad enough but exaggerated, would end any 
chance of immediate revival, for the public 
has been in a mood to wait for conditions to 
clear up. 

On the whole, while the changes have been 
irregular, the situation affords a basis for be- 
lief that the worst months of the depression 
have been seen. Business has held up under 
2 combination of unfavorable conditions, viz: 
seasonal relaxation, serious crop scare and a 
world-wide reaction in full swing. Neverthe- 
less, in the last week of the month an upturn 
in steel mill operations, construction contracts 


a _ and car-loadings quite offset earlier and un- 


_ favorable reports from the same quarters, and 
strengthened confidence that at least the usual 
gains of Fall over Summer will be experienced. 

Weekly indexes of wholesale commodity 
prices have given more evidence of stability 
during the past month, following precipitate 
declines during the early summer. At the end 
of August, Professor Irving Fisher’s weekly 
index of prices of 200 commodities at whole- 
sale stood at 82.8 per cent of the 1926 average 
compared with 83.3 a month earlier, 85.7 two 
months earlier, and 88.4 three months earlier. 
Although a number of important commodities, 
including finished steel, rubber, sugar, cotton, 
and coffee, have continued weak, and reached 
new low levels, advances in other departments 
of the list were sufficient to offset these de- 
clines. Drought damage, reducing prospects 
of overproduction, was responsible for a firmer 
tone in farm products, but various other com- 


| modities, including scrap steel, tin, zinc, lead, 


- silver, and silk also gave evidence of -having 
_ feached a strunger resistance level. Latest 
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price index of the Department of Labor, cov- 


ering 550 raw and semi-finished commodities 
at wholesale for the month of July, stood at 
84 per cent of the 1926 average, off 14.3 per 
cent from July last year, and the lowest for 
any month since July, 1916. Compared with 
the 1913 average, however, the index showed 
an increase of 20 per cent. 

The “Iron Age” for the last week of the 
month says that the iron and steel trade is 
“cautiously more hopeful.” It notes scattered 
indications of more liberal buying in Septem- 
ber and looks for larger tonnage in rail book- 
ings, new pipe line business, oil tank -construc- 
tion and structural steel for buildings and 
bridges and the country wide highway pro- 
gram backed by Federal aid. Some farm ma- 
chinery builders are stepping up production, 
chiefly on account of export orders and de- 
mand for tin plate for can-manufacturing, 
which had been held up because of drought, 
has improved. Advances in the price of steel 
scrap, usually the forerunner of increased mill 
operations, are looked upon as a favorable 
symptom, despite some concessions in finished 
steel for immediate business. For the first 
seven months of the year steel production 
amounted to 26,726,598 tons as compared with 
33,886,857 in the same period of 1929, a de- 
crease of 21.2 from 1929, but only 6.2 from 
1928, which was the next most active year. 

One of the most notable industrial develop- 
ments of recent years is the construction of a 
vast net-work of pipe lines for the conveyance 
of natural gas, oil and gasoline, throughout 
the middle west and to the eastern states. 
The trunk lines are to be connected by subsi- 
diary systems reaching all important cities 
and many of the small towns, while the Pa- 
cific Gas and Electric Company in California 
has a project for compressing gas in con- 
tainers for transportation to towns outside 
the pipe-line systems. It is predicted that gas 
is to become the common fuel of the future 
for industrial as well as household purposes. 
At present the development means an impor- 
tant demand for labor and important benefits 
to the steel industry, and while it means more 
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competition for the railroads and coal mines, 
that is only repeating the history of all im- 
provements. 

Sales of department stores in the New York 
Federal Reserve district in July, as reported 
to the Reserve bank, show a decline of only 
3.4 per cent in comparison with those of July, 
1929, but for the country they are reported as 
10 per cent. 

This would seem to indicate that the decline 
in volume was practically all in lower prices. 
However, there was much variation as between 
cities. 

Total July sales of reporting wholesale con- 
cerns in this district averaged 24 per cent 
smaller than the year previous, the largest 
decrease in recent years. These figures point 
to diminishing stocks. 

It is remarkable how exports and imports 
kept pace in the decline of volume in the first 
six months of the year, the former having 
fallen off by the sum of $680,629,000 and the 
latter by $684,477,000. There could hardly be 
a more striking illustration of the truth that 
foreign business is essentially barter. It is 
worthy of note that finished goods fell off less 
in the exports. than any other class, perhaps 
because of smaller price declines. 

Exports of industrial machinery amounting 
to $68,800,000 and electrical appartus $30,500,- 
000, showed increases over the second quarter 
of 1929. Exports of agricultural implements 
and machinery declined from $35,300,000 in 
the second quarter of 1929 to $28,800,000. The 
biggest decrease among the finished manu- 
factures occurred in the value of automobiles, 
parts and accessories, which fell from $157,- 
800,000 in the second quarter of 1929 to $85,- 
400,000 in the corresponding period of the 
current year. 

In considering the value of this foreign busi- 
ness it should be borne in mind that our sales 
are of the products of high class labor, better 
paid by far than the labor represented by our 
imports. It is therefore a very advantageous 
trade, and we should be careful not to lessen 
it by any legislation of our own. 


Building and Automobiles 


Two important industries hold back the re- 
covery, and affect the prospects for fall busi- 
ness, viz: house-building and the manufacture 
of automobiles. The reason, of course, is that 
they had been previously overdone. 

Industrial construction and public works 
are making a good showing, but house-build- 
ing drags. For further discussion of this 
highly important element in the general busi- 
ness situation the reader is referred to the 
article in this issue entitled “Changing Trends 
in Building.” 

There was a sharp rebound in automobile 
production during the early part of August, 


when the Ford Motor Co. and a number of 
other manufacturers resumed operations after 
temporary shutdowns to permit vacations and 
the taking of plant and equipment inventories. 
July production of 262,363 cars and trucks 
compared with 335,477 in June and 500,840 in 
July, 1929. For the first seven months this 
year the production of motor vehicles of all 
classes was 2,481,911 against 3,726,283 for the 
same months in 1929, a decline of 44 per cent. 

Such a drastic curtailment in production has 
enabled dealers and branch distributors to re- 
duce inventories of new and used cars from 
the rather excessive level that prevailed early 
in the year. It is estimated in the trade that 
between July 15 and August 15 the stocks of 
passenger cars in the hands of retail dealers 
were reduced from 390,000 to 350,000. Stocks 
of passenger cars held by General Motors re- 
tail dealers decreased 9,260 cars during July, 
following a decrease of 9,723 in June; in July 
1929 they increased 10,032. 


An Excess of Pessimism 

No. 1 of the Cotton Textile Bulletin, issued 
by the Cotton Merchants of New York last 
week has a comprehensive survey of the cot- 
ton goods industry and some very sensible 
observations anent the prevailing talk about 
“unprecedented depression.” It says, in part: 

Too much is heard about the unprecedented de- 
pression which has engulfed the cotton industry. In 
Worth Street and elsewhere the voice of constructive 
effort can scarcely be heard above the voluble con- 
versation of pessimists. It is true that a serious 
situation exists in the cotton industry. Prices are 
too low and demand is anything but brisk. * * 

Economic depressions are not proper subjects for 
continuous amazement, unless on the part of imprac- 
tical dreamers who seek Utopia. The laws that gov- 
ern them are quite as immutable as those producing 
the thing we know as gravity. Replacing the old- 
fashioned machinery to meet the demands of mod- 
ernism should produce satisfaction rather than regret, 
while the revision of time-tried methods to fit the 
changing business picture is something which must 
be carried on persistently by those who survive 
whether they like it or not. Business as well as the 
world is in a constant state of evolution. The cotton 
goods business is no exception to this rule. 

These comments may well receive general 
circulation. Business reactions are as inev- 
itable a part of business life as business booms, 
in fact are the reverse swing of the pendulum. 
It is not at all likely that they will be done 
away with as long as people tend to be optim- 
istic and pessimistic in the mass and by spells. 
One or the other mood carries the trend of 
the moment to an extreme from which a reac- 
tion is inevitable. When optimism rules 
prices mount, expenses grow, debts accumu- 
late, and from top to bottom there is likely 
to be a lack of resources in reserve, which 
eventually is the source of fatal weakness. 
There must be reserve resources somewhere 
to stop a panic or end a depression, and the 
longer the period of prosperity the greater the 
number of persons who have everything in 
margins of some kind and nothing in re- 
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serve resources. Too many are not in posi- 
tion to stand a reverse of the rising trend, 
and yet it is a certainty that a period of 
prosperity will engender an excess of opti- 
mism which will discount the future unduly. 

These are the tendencies and conditions 
which are responsible for the business cycle, 
and as they have their roots in human nature 
itself it need not be supposed that they can 
be readily overcome. Although everybody, 
from the richest corporation down to the 
worker who loses his job, suffers losses in 
these reactions, there is a degree of personal 
protection for everybody by accumulating re- 
serves in time of prosperity. The wisdom of 
laying by something for a “rainy day” has 
come down from generation to generation, 
and it may be put down as a truism that the 
more generally it is practiced the less disas- 
trous will be the business depressions. 

At this time a large proportion of that part 
of the volume of business which last year was 
due to mistaken ideas of individuals about 
what they were worth is being cut off, and 
along with it a considerable proportion which 
is simply postponed until possibly costs are 
lower or the outlook more propitious. The 
country is down to a solid minimum of busi- 
ness which goes on regardless of price fluc- 
tuations and other varying factors. On the 
whole, the situation is as much below normal 
as it was above normal one year ago, but 
until human nature is stabilized these fluctua- 
tions may be expected to repeat themselves. 


Effects of the Drought il 


The concensus of opinion seems to be that 
the Government’s August report on corn, esti- 
mating the crop at 2,212,000,000 bushels, will 
not be exceeded. Mr. Legge, Chairman of the 
Federal Farm Board, who deprecates the talk 
of a general crop calamity, puts the corn crop 


at 2,000,000,000 bushels. Unquestionably this 
represents a serious loss, not so much to the 
farm group as a whole as to the general com- 
munity and the individual farmers upon whom 
the brunt of it falls. Mr. Legge, speaking at 
Des Moines recently, said that farm income 
as a whole in the upper Missouri and Missis- 
sippi valleys probably would not be less than 
last year, which was one of the best years 
since the war. Most farm products have been 
increased in price by the drought, and proba- 
bly more than enough to compensate the farm- 
ers whose crops were only moderately affected, 
and to the decided benefit of farmers whose 
crops were injured but slightly or not at all. 
The winter wheat crop was all matured ahead 
of the drought, likewise the other small grains, 
and they were good in yield and quality. The 
spring wheat crop was reduced in weight, but 
the official estimate for all wheat is raised from 
807,000,000 bushels to 821,000,000 bushels. 
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The price of wheat, which at one time 
showed a gain of about 10 cents per bushel 
on the strength of expected use of wheat in 
substitution for corn, has dropped off to about 
the low of the season, influenced by good crop 
reports from Canada, and several estimates of 
a world crop larger than last year’s. Sales 
of Russian wheat from day to day, although 
not large, are a disturbing influence because 
of the lack of knowledge of how much wheat 
there is to come out of that country. 


Broomhall, the English authority has made 
an estimate on the world crop of 4,200,000,000 
bushels, including Russia, or 224,000,000 bush- 
els more than last year, and the Rome Insti- 
tute of Agriculture has indicated a European 
crop, exclusive of Russia, of 1,171,000,000 
bushels against 1,456,000,000 last year, or a 
reduction of 285,000,000 bushels. This is a 
larger decline than heretofore has been named. 
The world carry-over for wheat (United 
States as of July 1; others as of August 1) 
aggregates 585,300,000 bushels, against 732,- 
000,000 last year, but with a larger crop in 
prospect the aggregate supply seems to be 
fully as large. Clearly this is what ails the 
price, for it means that somebody must carry 
a considerable amount of wheat over into the 
crop year 1931-1932. Probably the United 
States Government will be elected to do it, but 
even so there may be more to be disposed of 
in some way, and nobody else wants to hold it. 


Corn has advanced about 25 cents per bushel 
on account of the drought, but even so corn 
and oats seem relatively cheap, affected no 
doubt by the large stocks of wheat. The latter 
has more feeding value than corn, bushel for 
bushel, and is selling 10 per bushel under corn. 


One good symptom of the situation is that 
there has been no excessive rush of I’ve stock 
to the markets, indicating that owners are not 
obliged to sell for lack of feed. Even feeder 
cattle are in good demand, and the prices of 
all live stock have been on a rising scale in 
the second half of August. Receipts of hogs 
have been light and prices are up $2.00 per 
cwt. or better. 

Dairy products are all up, butter from 33 
to 40 cents per pound and a little better, due to 
lighter production. Pastures are improving 
generally, and dairymen are planting fodder 
crops, but the loss of production probably has 
been enough to hold the market steady 
through this season. 

Cotton has been down to pre-war prices, on 
poor reports on consumption from all manu- 
facturing centers and the large carryover at 
the end of the cotton year, July 31st. Secre- 
tary Hester, of the New Orleans Cotton Ex- 
change, has estimated the carryover of Amer- 
ican cotton, including linters, at 6,344,000 bales, 
against 4,679,000 bales last year, and the 
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world’s consumption of American cotton in 
the past year at 14,027,000 bales against 16,- 
309,000 in the year previous, linters included. 
The Government’s August estimate of this 
year’s crop is 14,362,000 bales, which was in- 
terpreted as bearish, and since then prices 
have declined about 2 cents per pound. The 
low price is favorable to consumption, and 
there seems to be little risk in acting upon 
the theory that cotton paid for and stored 
at 10 to 11 cents per pound will eventually 
give a profit to holders. However, the up- 
permost question is “has the bottom been 
reached?” and this question nobody can 
answer. There is little speculative interest, 
and for this the fact of Government opera- 
tions in the market surely is to some extent 
responsible. 

The Government of Canada, within the last 
week, acting under the dumping section of that 
country’s tariff, has increased by 50 to 100 per 
cent the levy upon fresh fruits and vegetables 
from the United States, based upon represen- 
tations that they were being sold in Canadian 
markets at less than ruling prices in the coun- 
try of origin. This news is commended to the 
advocates of the McNary-Haugen bill, if there 
are any remaining, for the cardinal principle of 
this measure was that the surplus of all farm 
products should be sold in foreign markets at 
whatever price they would bring and the dif- 
ference between such export prices and prices 
in the home market assessed against the pro- 
ducers in proportion to their sales in the home 
market. This principle has been lauded as a 
discovery in economics of the first magnitude, 
although this country has had a law against 
such practices for years. The only theory 
upon which it could be expected to work is 
the theory that other countries would not care 
to protect themselves against it or would not 
know how, neither of which suppositions ever 
was entitled to a moment’s consideration. 


Changing Trends in Building 


The volume of building construction has al- 
ways exercised an important influence on the 
general business cycle in this country and the 
question is frequently asked as to where one 
may look for signs of a recovery in this basic 
industry. Mortgage money has become cheap 
and plentiful during the past several months, 
material costs are somewhat lower and real 
estate authorities have urged that the present 
is an opportune time to build. On the other 
hand, there is still reported a surplus of 
space in many localities, including office 
buildings, factories and high-priced apart- 
ments, the demand for which is slack because 
of depressed business conditions. Public util- 
ity and engineering projects are proceeding in 
large volume, partly as a result of the efforts 
of business leaders to push this class of work 





so as to relieve unemployment, but where 
they have involved a further increase in the 
steadily rising tax burden the reaction of tax- 
payers has not been altogether favorable. 

Meanwhile the total current expenditure 
for all classes of building continues to sag and 
the contract awards from January 1 to August 
1, 1930, amounting to $3,005,542,000, compare 
with $3,667,983,000 in the corresponding 
period of 1929, $4,028,300,000 in 1928, the peak 
in recent years, and are the lowest since 1924. 
These figures, compiled by the F. W. Dodge 
Corporation, cover the thirty-seven States 
east of the Rocky Mountains and represent 
more than ninety per cent of the building for 
the country as a whole. Cumulative totals 
for the first seven months have run 18 per 
cent behind last year, but there has been a 
striking change in their three component 
parts, residential building being 48 per cent 
behind and non-residential only 13 per cent 
behind, while public works and utilities are 
20 per cent ahead, a considerable portion of 
the gain being due to highway construction 
and pipe lines. 

It is quite possible that present conditions 
in the building industry, such as cheap money, 
etc., offset by the reported surplus of space, 
which is a temporary condition and is likely 
to be over-emphasized when a survey is made 
in a time of business depression, are not the 
only determining factors in the outlook for 
new building and that the key to the future 
is to be found in the changing trends in mode 
of living. During the past ten years there 
has been a marked growth in the larger cities, 
the census of 1930 showing ninety-three hav- 
ing a population in excess of 100,000, while 
in 1920 there were but sixty-eight. This 
group now makes up 36,000,000 people, or 
more than one-fourth of the entire country. 
Whereas the population of the country as a 
whole increased in the decade by 16.1 per 
cent, no less than forty-seven cities now in 
the 100,000 class increased at a more rapid 
rate than this average figure. Of the five 
leading cities, which together account for 
more than 15,000,000 people, New York and 
Chicago increased by approximately 24 per 
cent, Philadelphia by 7 per cent, Detroit by 
57 per cent and Los Angeles by 113 per cent. 

The continued growth of our large cities 
is making it necessary to rebuild them almost 
completely. Old office buildings located on 
space that has become immensely valuable 
are being replaced with modern structures that 
rise from thirty to more than eighty stories 
and accommodate several thousand workers. 
Tenement sections are giving way to towering 
apartment houses, hotels and even churches. 
Narrow streets are being widened so as to 
handle more traffic. The method of setting 
back the upper stories of tall buildings from 
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the street was originally devised to solve the 
problem of air and sunlight, but has created 
a new type of American architecture. 

As real estate values in the cities have risen, 
they have forced the residential sections, ex- 
cept high-priced apartments, further away 
from the business districts, and suburban de- 
velopment has been made feasible by automo- 
bile transportation as well as the extension of 
rapid transit and subway systems. Desirable 
home sites are no longer limited to those in 
close proximity to transportation lines, and 
it is now becoming an advantage to be situated 
some distance away from the main travelled 
highways. : 

Large building projects within a city, as 
for example, the New York Central Building 
and the Chrysler Building in the 42nd Street 
section of New York City, have given stimulus 
to residential building throughout West- 
chester County from where it is convenient 
for workers to commute daily. This simultan- 
eous rebuilding of New York City and the 
suburban development within a radius of more 
than forty miles illustrates what may be ex- 
pected to take place in every other large city 
during the years to come, and to furnish a 
huge demand for building labor and materials. 

Such growth of the larger cities is all the 
more remarkable when it is considered that 
there is a very definite counter-trend in the 
movement for “decentralization” on the part 
of many concerns, which have found that by 
moving their plants out into the smaller towns 
they could secure better working conditions 
and lower costs, although the executive offices 
are usually kept in the commercial and finan- 
cial centers. 

New York City and the metropolitan area, 
which includes Long Island, Northern New 
Jersey and the Westchester County section, 
and comprises a population of approximately 
11,000,000 or 9 per cent of the country as a 
whole, had, according to the Dodge figures, 
contract awards during the first seven months 
of 1930 aggregating $576,000,000 or 19 per cent 
of the total for the thirty-seven eastern states 
Its share of the total commercial building con- 
struction was 34 per cent, of other non-resi- 
dential building 15 per cent, of residential 
building 22 and of public works and utilities 
13 per cent. 

Although the volume of residential and com- 
mercial building in a city is larger than that 
of public works, the latter is a valuable stabil- 
izing factor due to the longer time, in some 
instances ten years or more, required for com- 
pleting the projects. Following is a partial 
list of the major public improvements in or 
around New York that are already under con- 
struction or for which plans have been drawn, 
together with their estimated cost, including 
land acquire&i: 





Kighth Aventie Subway 
East River Subway Tunnel 
Bronx Subway Extension 
Brooklyn Subway Extension 
Nassau-Broad St. Subway 
Floyd Bennett Airport 
Brooklyn Water Supply Tunnel. 
Triborough Bridge (E. 125th St)... 
East River Vehicular Tunnel 

Staten Island Vehicular Tunnel 

Riverside Drive Bridge (Harlem) 

Upper Deck Queensboro Bridge.................0+ wa 
Elevating New York Central Tracks. 
Spuyten Duyvil Bridge 
West Side Elevated Roadway. 

Ward Island Sewage Plant 

Sewers and Tunnels for above... 

Bronx County (Municipal) Building... ve 
Hudson River Bridge (168th St.)...........ccceee 
Queens Borough Improvement Program 
Elimination of Grade Crossings. 


$388,272,000 
22,000,000 
35,000,000 
33,000,000 
10,000,000 
6,000,000 
64,000,000 
24,625,000 
83,000,000 
78,000,000 
6,500,000 
5,750,000 
150,000,000 
25,000,600 
4,500,000 
18,000,000 
13,000,000 
7,000,000 
62,000,000 
45,000,000 
13.000,000 

















Money and Banking 





The money market has continued in a state 
of ease during the past month and the sea- 
sonal expansion in credit requirements that 
normally takes place in the last half of the 
year has not yet become pronounced. Com- 
mercial paper is still quoted at 3 per cent for 
the best names, call loan renewals are at the 
rate of 2 per cent and bankers’ acceptances 
are selling on a basis of 1% per cent discount. 
How completely the money market has been 
transformed during the space of twelve 
months may be seen from a comparison of 
present rates with those prevailing at the be- 
ginning of September, 1929, which for the 
three classifications noted above were 6%, 9 
and 5% per cent respectively. 


Total loans and investments of the report- 
ing member banks decreased slightly during 
the first three weeks of August, due largely 
to a decrease in secured loans. Commercial 
loans which followed a downward course 
earlier in the year have been practically sta- 
tionary for several weeks. As compared with 
a year ago, the increase in secured loans has 
been more than offset by the decrease in com- 
mercial loans so that the combined loan ac- 
count is $143,000,000 lower, but holdings: of 
government and other securities are $855,000,- 
000 higher. 


Some misgivings are still being expressed 
over the fact that the volume of secured loans 
is holding above the level of a year ago de- 
spite the drastic liquidation that occurred in 
the stock market during the meantime and 
the inference has been drawn that a substan- 
tial portion of these loans being carried by 
the banks throughout the country may be un- 
dermargined. During the past year the banks 
have been forced to take over a large amount 
of loans formerly made directly to brokers 
and, if the total of secured credit from all 
sources be calculated from the available 
though not absolutely complete data, i. e., 
secured loans of the reporting member banks 
for their own account, for account of others 


141 





September, 1930 





and borrowings of brokers from others than 
banks, it will be seen that the aggregate de- 
creased from approximately $12,123,000,000, 
on October 1, 1929, to $9,558,000,000 at the 
present time. Moreover, it is not unlikely 
that a certain amount of the proceeds of un- 
secured or so-called commercial loans, made 
last year, for which the banks gave preferen- 
tial rates and treatment, found their way into 
stock market operations. 

The question as to the adequacy of colla- 
teral behind the loans now being carried in 
the banking system led to a survey by the 
Federal Reserve Bank of New York in its 
Review for August. Results of a study of 
118 country member banks in the Second Fed- 
eral Reserve District were summarized in a 
table that we are reprinting below, together 
with the comments of the Reserve Bank: 

Proportion of under-collateraled 


loans to total loans and 
discounts 


Number 


None 
Negligible amount 
1 per cent 

4 
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Total 118 


“This indicates that nearly two-thirds of these 
banks either had no security loans for which the 
current market value was less than the amount of 
the loans, or had a negligible amount of such loans. 
In general, the number of banks diminished as the 
proportion of under-collateraled loans to total loans 
and discounts increased, and out of the total of 118 
banks, only 9 had 6 per cent or more of under- 
collateraled loans. 

“The ratio of the market value of the securities 
held as collateral to the amount of the under-col- 
lateraled loans varied considerably in the different 
banks, but averaged a little over two-thirds for the 
whole group. In many cases, it is expected that the 
personal credit of the borrower will assure eventual 
repayment of the loan in full.” 

Similar evidence, from a different quarter, 
of the sound condition of the banks generally 
and their ability to handle the expected 
seasona: credit expansion this Fall is found in 
the continued low level of indebtedness to the 
reserve banks by the member banks as a 
whole and the fact that a majority of the banks 
in New York, Chicago and other centers have 
been entirely out of debt for several months. 
During the first three weeks of August there 
was an increase in purchases of bankers’ ac- 
ceptances, which is seasonal, of $28,000,000 
and of $26,000,000 in the Government bond 
account. This tended to neutralize the effect 
of the outward gold movement which caused 
a net loss of $23,000,000 in July and $20,000,- 
000 in the early part of August but has since 
subsided. 


The Bond Market 


The bond market in August has afforded a 
particularly bright spot in an otherwise drab 
picture of midsummer dullness. The volume 
of new bond offerings has fallen off sharply 
since the first of the month, reaching a total 
of only $147,000,000 through August 26th as 
against a total of $513,000,000 for the month 
of July. As a result, considerable progress 
has been made by dealers in clearing their 
shelves of undigested issues, and prices of high 
grade bonds have advanced steadily through- 
out the month. 


Many high grade municipal, railroad and 
public utility issues have pushed into new 
high ground for 1930 and are now selling 
close to the peak levels of 1928. On the other 
hand, industrial bonds have participated to a 
lesser extent in the recent advance. While 
some of the highest grade issues of this type 
have recovered all the ground lost since last 
March, the great majority of less thoroughly 
seasoned industrial bonds has scored only 
fractional gains in recent weeks. 


The failure of second grade issues to follow 
the steady advance of the highest grade bonds 
may be ascribed very largely to the institu- 
tional character of the current bond market. 
Since the first of the year the small investor 
has shown a singular reluctance to enter the 
bond market, and the great bulk of invest- 
ment purchases has come from savings banks, 
insurance companies, and other large institu- 
tional investors. Since the purchases of the 
latter are largely restricted by law to such 
issues as municipals, high grade rails and 
utilities, bonds of this description have moved . 
steadily upward, while non-legal and second 
grade investments have remained relatively 
dormant. 


This situation has now brought about an 
unusually wide spread between the yields on 
first and second grade bonds. At the present 
time, the average yield on 60 high grade 
domestic bonds, as compiled by the Standard 
Statistics Company, is approximately 4.40 per 
cent against 4.65 per cent at the first of the 
year, and 4.37 per cent at the peak in 1923. 
On the other hand, many well secured non- 
legal issues are still selling to yield from 5.50 
to 6.50 per cent, and appear to offer unusual 
attractions under prevailing market condi- 
tions. 


As a result of their steady absorption by 
institutional investors, a marked scarcity of 
high grade issues in the hands of dealers has 
recently become apparent. This fact, together 
with the considerably greater yields obtain- 
able, is already beginning to have an effect 
upon the prices of second grade issues which 
should be more noticeable in the near future. 
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The situation as regards foreign dollar 
bonds has been somewhat mixed. On the one 
hand a persistent and strong investment de- 
mand has continued for one group, including 
practically all of the French and Scandinavian 
Government issues. The record high prices 
recently established for French Government 
bonds has been the result of steady buying on 
the part of the French Government in the 
endeavor to repatriate and eventually redeem 
all loans which France negotiated in this mar- 
ket during the period 1922-24. The compara- 
tively low interest rates in the French market 
and the heavy importations of gold have 
helped to facilitate this movement in recent 
months. 


On the other hand, due to temporarily ad- 
verse conditions, the dollar issues of several 
Central and South American countries have 
recently established new lows. Despite dis- 
tinct evidence of improvement of fundamental 
economic conditions in Germany, dollar bonds 
of the latter country are still relatively inert. 
A temporary state of political unsettlement 
has existed in Germany since the dissolution 
of the Reichstag in July. This situation is 
likely to continue as a retarding influence 
until after the election of the new Reichstag 
this Fall. 


Revised Profits Tabulation 


In the August issue of this Letter we pre- 
sented our preliminary tabulation of the half 
year business profits, based on reports of 305 
miscellaneous industrial and merchandising re- 
ports available up to August 1, which showed 
decreases of 25 per cent from the correspond- 
ing figures for 1929 and 3 per cent from those 
of 1928. Since then some two hundred and 
fifty additional earnings reports have been 
published and have been added to our tabu- 
lation which is reproduced on the following 
page in revised form. With the addition of 
new figures the total shows somewhat greater 
losses, the decreases being 30 per cent and 6 
per cent from 1929 and 1928 respectively. 
Aggregate net profit of the group this year 
was $846,000,000 as against $1,217,000,000 in 
1929 and $903,000,000 in 1928, the figures for 
prior years having been corrected for 
mergers. 





The fact that corporate earnings, while 
showing large decreases from the record 1929 
figures, are holding so close to the 1928 level, 
then regarded as exceptionally good, would 
seem a distinctly encouraging showing for a 
year of depression. In considering these com- 
parisons, however, allowance should be made 
for the increase of funds invested in the busi- 
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ness. Between January 1, 1929, and January 
1, 1930, “net worth,” or capital and surplus, 
of those concerns included in the study in- 
creased from $16,494,000,000 to $18,328,000,- 
000, or by 11 per cent, due either to retention 
of earnings in the business or subscriptions 
by stockholders, while between January 1, 
1928, and this year the increase in net worth 
amounted to 19 per cent. The corporations 
had the use of these additional funds, and nor- 
mally should have been able to increase their 
profits accordingly, but instead showed the 
decreases already recited. Thus it is appar- 
ent that the drop in the earning power of 
funds invested in industry was greater than 
first appears on the surface,—the extent of 
which is determined by relating earnings to 
investment. If this is done it will be seen that 
net earnings during the first six months of 
this year were at an annual rate, without al- 
lowance for seasonal variation, of 9.2 per cent 
on the combined capital and surplus of the 
companies as of January 1, 1929, as against a 
rate of return in the first six months of 1929 
of 14.8 per cent, and in the first six months of 
1928 or 11.7 per cent. Even so, however, a 
rate of return of 9 per cent on capital and 
surplus is by no means wholly unfavorable in 
view of existing conditions, and fails to justify 
the extreme pessimism frequently expressed 
with respect to corporate earning power. 


Following is the revised summary of 550 
statements for the half years 1929 and 1930, 
showing the number of companies and their 
combined profits classified according to thirty- 


five major lines of industry and trade. The 
percentage change is indicated, together with 
the capital and surplus given on their balance 
sheets at the beginning of each year, from 
which the rate of return has been calculated. 
Nearly all industrial groups show decreases 
in earnings from last year, and in automo- 
biles, metals, rubber and various other lines 
the decline was particularly severe due to cur- 
tailed activity and falling commodity prices, 
but some industries have held up very well and 
27 out of every 100 individual companies were 
actually ahead of last year. 


The July statements of the railroads that 
have been published in the last few days show 
that the spread between net income in 1929 
and 1930 is not being widened despite the sub- 
stantial falling off in traffic. This has been 
accomplished through a curtailment of trans- 
portation and maintenance expenses, which 
were heavy during the early months of the 
year. During the last six months of the year 
it is to be expected also that the comparison’ 
will be affected by the declining level of earn- 
ings in 1929, 
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Summary of Industrial Corporation Profits for First Half Year 1929 and 1930, With Percentage Return on 
Capital and Surplus at Annual Rate Without Allowance for Seasonal Variation. 








Annual 
Rate of 
Return % 


1929 1930 


Per Cent 
Change 
1929-30 


Net Profits 
000’s Omitted 


1929 1930 


Per Cent 
Change 
1929-30 


Capita! and Surplus 
000’s Omitted 


Industry 


Amusements 
Apparel 
Auto—General Motors 
Auto—Other 

Auto Accessories . 


Aviation 
Baking 
Building Material 
Chemicals 

Coal Mining 


Drugs and Sundries 
Elec, Equipment .... 
Food Products 
Heating and Plumbin 
Household Goods 


Iron and Steel—U. S. Steel 
Iron and Steel—Other 
Leather Tanning 
Machinery 

Merchandising 


Metal Mfg.—Misc. .............. 
Mining—Copper ....sncccccccreeeee 
Mining—Other Non-ferrous 
Office Equipment 
Paper Products 


Petroleum 
Printing and Publishing 
Railway Equipment 

Realty 
Restaurant Chains 


Rubber 
SHIPPINT crcccerccocccccscecccerece seeeeees 
Shoes 
Textiles 
Tobacco (Cigars) 
39 Miscellaneous 


19,169 $ 27,867 
6,321 3,603 
147,519 104,885 
89,004 23,777 
52,193 29,275 


9,899 3,981 
23,837 
19,901 9,722 
82,957 68,451 

1,845 545 


32,754 36,433 
60,823 43,106 
72,944 77,523 

3,049 2,193 
16,795 11,291 


96,011 67,905 
92,092 56,294 
D-2,416 281 
31,345 27,114 
35,480 23,802 


15,887 8,878 
23,517 7,011 
29,305 16,860 
16,348 12,097 

5,186 5,429 


90,142 
18,715 
26,634 
7,136 
3,662 


17,998 
2,679 
8,730 

10,778 
6,943 

41,945 

















D-1,611 
2,164 
9,827 











20,428 - 


1/1/29 1/1/30 


241,808 $ 331,966 +37.3 
121,454 123,074 + 1.3 
858,463 954,476 -+11.2 
748,699 793,018 + 5.9 
404,165 468,232 


95,130 107,638 
294,081 306,926 
441,526 475,821 
883,233 1,041,991 
113,411 117,998 


312,091 383,472 
743,199 867,903 
754,860 832,668 

58,093 62,362 
268,530 287,952 


1,752,600 1,919,313 
1,587,859 1,854,393 
54,779 46,711 
387,881 432,083 
531,287 594,624 


150,049 158,012 
309,865 311,148 
429,549 537,978 
178,729 190,885 
247,963 244,226 


1,940,809 2,125,369 
136,285 148,167 
682,044 715,901 
104,624 106,824 

56,876 74,157 


462,356 502,599 
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D—Deficit. 
Gold and Prices 





A period of business depression and falling 
prices always raises questions as to the possi- 
ble responsibility of the monetary or banking 


system. This is natural enough, for it is 
agreed that the supply of money or credit is 
a very important factor in modern business 
and in prices. However, it is far from being 
the only important factor. 

One of the chief merits of the gold standard 
is that under its workings the supply of cur- 
rency and credit is regulated automatically to 
the maximum extent, instead of by the control 
of any arbitrary authority. The supply of 
new gold comes from the mines, and mining 
is free. It is distributed among the countries 
by the currents of trade and the play of econ- 
omic forces, with the general result that the 
distribution tends to be in accordance with the 
economic development of the countries and 
their ability to use it or command it. Inas- 
much as the accumulated stock of monetary 
gold is very large in comparison with the 
annual additions, the total available supply 
changes but little from year to year, and it 


may be assumed that price-changes that are 
properly chargeable to gold will take place 
gradually rather than suddenly. 

Formerly, and down to the outbreak of the 
Great War, gold coins were a common form of 
money in circulation in many countries, but 
since the war this is no longer the case. In 
nearly every country during the war gold went 
to a premium over paper money and was 
gathered into bank reserves, the public became 
accustomed to handling paper money, and the 
economy of using gold as the basis of paper 
money, instead of as a circulating medium it- 
self, led to the permanent adoption of this sys- 
tem everywhere. Formerly, also it was com- 
mon for numerous banks in a single country 
to exercise the function of issuing currency, 
and to carry reserves of gold or other lawful 
money in their own vaults against note issues 
and deposits; but now the policy is generally 
adopted of restricting the function of issuing 
currency to central banking institutions close- 
ly related to the national governments. These 
central banks of issue hold the consolidated 
banking reserves, and give stability and elas- 
ticity to the credit situation by their ability to 
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rediscount paper for the banks doing business 
directly with the public. These developments, 
which have come gradually in the evolution 
of banking, have greatly increased the volume 
of bank credit based upon gold, and therefore 
the importance of bank credit as a factor in 
prices. They have increased the potentiality 
of gold, but the influence is manifested 
through the volume of bank credit, which is 
subject to independent fluctuations, some- 
times very rapid and violent. (Thus, although 
the gold supply is ultimately related to prices, 
its bearing upon them is not direct and im- 
mediate, but rather remote, and subject to the 
play of many influences 


Currency a Subordinate Factor 


Confusion seems to exist in the minds of 
many people regarding the importance of the 
volume of currency or money in circulation. 
It is not uncommon to have a decline in the 
volume of outstanding currency cited as a 
cause of business depression, or declining 
prices, whereas it is only a result. 

This confusion of currency with the whole 
body of credit or purchasing power in circu- 
lation happened in the first place, no doubt, 
by confusing “currency” with “money,” for 
it is agreed that the supply of “money” 
has a relationship to prices. Here, however, 


there is more confusion, for when “money” is 


spoken of in the money market it is usually 
bank credit rather than gold or paper money 
that is referred to. (The price of money in 
the market is the price of bank credit, and it 
is the supply and use of bank credit, not the 
amount of currency in circulation, that influ- 
ences prices) 

The fact is that currency nowadays is the 
small change of the business world. It is 
wanted for payrolls and in the retail trade, 
but more than 90 per cent of the aggregate of 
payments are made with bank checks. If a 
recipient desires currency, he will have the 
check cashed, hence currency flows into and 
out of the banks daily to suit current de- 
mands. It is an automatic movement, wholly 
controlled by the public, and reflects the ac- 
tivity of business, but the volume of deposits 
against which checks may be drawn is far 
more important than the volume of currency 
in circulation. 

Furthermore, there is another factor re- 
lated to the situation, to-wit, the volume of 
bank loans, for most of the deposits result 
from loans; and still another factor, upon 
which both loans and deposits are dependent, 
viz.: the gold reserve. The structure of bank 
credit rests upon the gold reserves. If the re- 
serve is ample, loans may be made, deposits 
will be increased, purchasing power will be 
put in circulation, and incidentally, to the ex- 
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tent that lawful currency is wanted for pay- 
ments, it will automatically flow out from the 
bank deposits. Bank credit is now the cur- 
rency in common use, whether circulating by 
means of private checks or printed notes. De- 
posits nd currency notes are inter-con- 
vertibl 


Gold Stock and Bank Credit Since 1914 


Illustrating the foregoing, the following 
table shows the monetary gold stock of the 
United States, aggregate loans and invest- 
ments of all banks reporting to either National 
or State authorities, total individual deposits 
(eliminating inter-bank deposits), and the 
amount of money of all kinds outside of the 
Treasury and Reserve Banks on June 30th of 
each year from 1914 to 1930, inclusive: 


Condition of All Banks 
(000,000 omitted) 
Individual 


Year Monetary 


Gold Stock 


Loans, Discounts 
al 

$20,789 
21,466 
24,587 
28,287 
31,813 
36,570 
41,685 
39,999 
39,956 
43,738 
45,180 
48,830 
51,562 
53,750 
57,265 
58,474 

57,386* . 


ie ~~ 





$18,517 
18,966 
22,526 
26,058 
27,716 
32,629 
37,268 
34,791 
37,144 
39,984 
42,904 
46,715 
48,827 
51,062 
53,245 
53,852 
53,185* 


* March 27, 


The table shows how small is the amount 
of all money in circulation, as a means of car- 
rying on business, in comparison with the 
amount of bank deposits, and furthermore 
shows the amount of money in circulation to 
have been less in 1929 than in any preceding 
year since 1922, although the volume of cur- 
rent business at midyear, 1929, was larger 
than ever before. The year of largest volume 
of money in circulation was 1920, when the 
post-war rise of prices was at the peak, the 
volume of bank deposits at that time was only 
$37,268,000,000, against $53,852,000,000 on the 
corresponding date of 1929. Comparison also 
may be made between $41,685,000,000 of bank 
loans and investments in 1920 and $58,474,- 
000,000 in 1929, and with $443,348,000,000 of 
bank clearings in 1920 with $718,608,000,000 in 
1929 


The Expansion of Bank Credit 


The foregoing all has a bearing upon the 
animated discussion which is going on as to 
the relationship of gold supplies to falling 
prices and the worldwide business depression. 
The table_is—particularly interesting for the 
showing that the expansion of bank credit in 
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this country has more than kept pace with 
the increase of the country’s gold stock since 
1914. The net increase of the gold stock to 
1929 was about 129 per cent, and the net in- 
crease of bank loans and investments, 181 per 
cent. This is pertinent to comments fre- 
quently met with from foreign sources to the 
effect that the authorities of the United 
States have been practicing some method of 
“sterilizing” gold and thus preventing it from 
entering into use or having its natural effect 
upon credit and prices. It is, of course, true 
that the Reserve authorities did not look with 
favor upon the absorption of credit in stock 
speculation in 1928-1929, or feel disposed to 
contribute to the resources available for that 
purpose, but the figures show for themselves 
that a very large expansion of bank credit has 
occurred in this country, and still exists, al- 
though somewhat below the figures of a year 
ago. It may be added that a shift has been 
taking place from loans to investments. Re- 
cent figures for all banks are not available, 
but from January 1, 1930, to July 30, the in- 
vestments of reporting member banks of the 
Federal Reserve system increased by $777,- 
000,000. Roughly speaking, these banks have 
about 40 per cent of the total bank assets of 
the country. This addition to investments 
(bonds) shows that surplus funds are avail- 
able and are being placed in this manner in 
the absence of a demand for commercial loans. 


The figures show that with a gain of $2,433,- 
000,000 in the country’s gold stock, from 1914 
to 1929 additional bank credit to the amount 
of $37,685,000,000 was put into circulation, or 
$15.49 of bank credit to each additional dollar 
of gold.* In view of the final results of that 
credit expansion many persons have been 
of the opinion that it went quite far enough, 
for the good of the whole world. 


World Supplies of Gold 


No menace is so disturbing as one that is 
involved in mystery, and the talk about de- 
clining gold supplies as the cause of falling 
prices has an influence of this kind. It is a 
fundamental fact that the monetary and bank- 
ing systems of the world are based upon gold, 
which means that currencies and bank obliga- 
tions are corvertible into gold as occasions 
require, and that credit expansion must be 
controlled with that condition in view. It has 
been estimated upon the basis of what appear 
to be reasonable calculations that the physical 


*“When member bank deposits increase, their re- 
serve requirements and their need for balances at the 
Reserve banks are likewise increased, but an increase 
of $100 of deposits under the law causes an increase 
of reserve requirements of only $7.50, on the aver- 
age.”—See Federal Reserve Bulletin, June, 1930, page 
342. Besides this increase of member bank credit, 
the non-member banks have expanded their credits 
on the basis of Federal Reserve notes and deposits 
in member banks, 


volume of production and trade in the world 
has increased over a period of years at the 
rate of approximately 3 per cent per annum, 
from which the deduction is made that a corre- 
sponding increase in the volume of money or 
bank credit is required in order that produc- 
tion and trade may develop normally at a 
uniform level of prices. 

In the five years ended with 1914 the aver- 
age production of gold in the world was about 
$457,000,000, and in those years and ten years 
preceding, prices on the whole were on a rising 
scale, which indicated that the supply of gold 
was more than sufficient to maintain a uniform 
level of prices, after cancelling the influence 
of improvements in the methods of production. 
In fact it was generally agreed that a degree 
of monetary depreciation existed, which was 
working to the disadvantage of investors who 
had placed their savings in long term interest- 
bearing securities. 

The war, however, threw the whole situa- 
tion into confusion. Nearly all currencies 
were forced off the gold basis, and became 
depreciated in varying degrees. Wages and 


’ prices fluctuated wildly but were roughly ad- 
‘justed to the changing value of the currencies. 


Some of the monetary units were altered to 
enable the return to a gold basis to be accom- 
plished more readily, the gold coins in circula- 
tion were gathered into the banks of issue to 
serve as the basis for larger amounts of paper 
currency, and so the world regained the gold 
basis with the general price level approximate- 
ly 50 per cent above the pre-war level and the 
wage-level nearer 100 per cent higher than 
before the war. Whether all such adjustments 
would prove to be economically correct or not 
when all values came to be measured by the 
same standard, remained to be seen. 


Meanwhile, higher mining costs, due to 
higher wages for miners, and higher prices 
for supplies, (the latter also due to higher 
wages) have had the effect of reducing gold 
production, which for the world in the last 
five years has been estimated by the Bureau 
of the Mint as follows: 

$393,301,100 
399,981,700 
401,678,400 
406,710,800 
417,300,000 

This is an important falling off from the 
pre-war years, but production then was so 
large as to effect continuing inflation and sug- 
gest proposals that production should be 
limited by some system of international con- 
trol, such as has since been proposed for rub- 
ber and other commodities. Furthermore, the 
gold holdings of central banks have been 
largely increased by the collection of coins 
that had been in circulation, and these accre- 
tions are continuing, although of course at a 
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diminishing rate. Moreover, practically no 
part of the new supplies is being coined and 
put into circulation. All that is available for 
monetary use is going into the banks of issue, 
where, as illustrated by the preceding table, it 
serves the business community with much 
greater efficiency. 


The Decline of Prices 


Commodity prices have been declining in 
all countries since the restoration of the gold 
standard, the extent of the decline varying 
with different lists of commodities and under 
the influence of varying conditions. The de- 
clines, however, were comparatively small un- 
til the last half of 1929, when a general break 
occurred to which special attention should be 
given.) The British Board of Trade figures, 
based upon 1913 prices as 100, dropped from 
159.1 as a monthly average for 1925, to 140.3 
as the monthly average for 1928, but in restor- 
ing the gold standard in 1925, Great Britain 
deliberately raised its currency from a state 
of depreciation, which of itself required a 
downward adjustment of prices. The range 
of sterling exchange in dollars in the preced- 
ing year, 1924, was from $4.26 to $4.70, with 
a monthly average for the year of $4.42. 
Therefore, the advance to $4.86 was rather 
more than 10 per cent. Of the 17.8 points 
decline of British prices from 1925 to 1927, 
11 occurred from 1925 to 1926, and presum- 


ably the readjustment was not completed, for 
in the following year the drop was 6.7 points. 
In seven countries on the gold basis the official 
index numbers in the years 1926, 1927, 1928 
and 1929 (all based upon 1913 prices as 100) 
were as follows: 


1926 1927 1928 1929 
Great Britain 141.6 140.3 136.5 
Holland 148 149 142 


Sweden 146 148 140 - 


Switzerland 
Canada 


142.2 144.6 141.2 
152.7 150.6 149.4 
148 145 141 
136 140 138 


The average figures of all countries for 1929 
were lowered by a sharp recession in the last 
quarter of the year. On the whole, bearing in 
mind the period of economic disorder from 
which the world, and Europe in particular, was 
emerging, it does not appear that the price 
movement down to the latter part of 1929 need 
be considered extraordinary. The stabiliza- 
tion of currencies, growth of capital and in- 
crease of competition might be expected to 
result in a moderate downward trend of prices. 
The changes in different tables are not always 
consistent, which gives warning of the uncer- 
tainty of price indexes. 

Raw materials and crude products figure 
largely in most of the tables, and it is known 
that the production of many of these com- 
modities has been unduly increased, judged by 


previous consumption and the accumulation of 
stocks. It is only necessary to refer to the 
statistics of wheat, sugar, coffee, cocoa, rub- 
ber, silk, rayon, wool, cotton, vegetable oils, 
tin, zinc, print paper, nitrates, petroleum, and 
other products which might be named, to show 
that changes have occurred on the commodity 
side of the price equation. 

It is urged that the fact that the tables show 
a general decline is prima facie evidence that 
the cause must be on the side of money, since 
money or credit if released by improved pro- 
cesses in one branch of industry would be 
quickly applied elsewhere, so that the full 
volume of credit would continue to be used, 
and, it is argued, the price level in its entirety 
should not be lowered. It is true that the 
physical volume of trade increases, but new 
products and services are constantly entering 
it, and it does not follow that the prices of a 
limited list of comparatively crude commodi- 
ties remain a faithful index of all prices. They 
are a class of commodities which undergo 
wider fluctuations than others. The fact is 
that crude commodities are a relatively small 
factor in the prices of finished goods, as illus- 
trated just now by the prices of wheat and 
bread. 

Carl Snyder, Statistician of the Federal Re- 
serve Bank of New York, has prepared a table 
including retail prices, wages, rents and prices 
of stocks, which gives quite a different com- 
posite trend from a table made up simply of 
wholesale prices, particularly where the latter 
represent a limited list of farm products and 
crude commodities. The business of the world 
does not consist mainly in the exchange of 
crude commodities, and obviously other trade 
is a factor in the volume and distribution of 
credit. The index of prices prepared by Mr. 
Snyder shows a rising rather than a declining 
trend down to the closing months of 1929. 


Influence of Speculation 


Apparently something happened—or pos- 
sibly it was a coincidence of events, more or 
less related—in the latter part of 1929, which 
disturbed the world equilibrium. It is a com- 
mon saying that the break in the New York 
stock market did it, which of course is not in 
conflict with a theory which begins a little 
farther back, to-wit, that the attraction of 
funds and absorption of credit by the New 
York market, with the eventual crash and 
resulting losses, together with similar develop- 
ments on a smaller scale in other markets and 
countries, caused the disturbance. It is an 
evident and pertinent fact that a vast amount 
of bank credit has been used in recent years 
outside of industry and trade. 

Furthermore, the history of the alternating 
periods of prosperity and depressions, making 
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what is called the business cycle, shows that 
there is a tendency in times of prosperity to 
an undue expansion of credit, often for un- 
productive purposes, and that the reactions 
are necessary correctio always accom- 
panied by falling prices. The theory of gold 
scarcity therefore, cannot be presumed from 
the fall of prices in the past ty. 


The Distribution of Gold and Credit 


Along with the theory of a general scarcity 
of gold and credit is offered the complaint of 
maldistribution, referred to above. This com- 
plaint has particular reference to the large 
accumulations in the United States and 
France. The growth of this country’s gold 
stock since 1914 is shown annually in a preced- 
ing table. The net increase from June 30, 
1914, to the end of 1918, when the war had 
ended, was $1,269,000,000, and from the end 
of 1918 to the end of 1924 was $1,339,000,000. 
From the end of 1924 to June 30, 1930, there 
was a further increase of $36,000,000, but this 
and more has been lost by net exports since. 
On the whole, exports have exceeded imports 
since the end of 1924. Since that year, ex- 
cept temporarily, the United States has had 
no share of the world’s production beyond 
that coming from its own mines, about $45,- 
000,000 per year. The net gain to the end of 
1924 was about $2,608,000,000, including the 
production of its own mines. 

In the case of France, the gains from out- 
side the country have been almost wholly since 
the beginning of 1927, and since June, 1928, 
have aggregated approximately $706,000,000. 
The present gold holdings of the Bank of 
France are $1,840,000,000, which gives it sec- 
ond rank in the possession of gold, if com- 
parison is made with the consolidated reserves 


of the Federal Reserve system, $3,000,000,000. 


Next to the Bank of France is the Bank of 
England, with reserves of about $757,000,000. 

The gains of the United States in the war 
period were due to the favorable trade bal- 
ances of those years, created by large exports. 
In the period from the beginning of 1919 
to the end of 1924 the gains were due in 
part to trade balances, but largely to unset- 
tled economic, political and social conditions 
in Europe. The United States was the only 
country on a free gold basis, and naturally 
gold came here because of the assurance that 
it could be withdrawn at will, while such con- 
ditions did not exist elsewhere. It repre- 
sented capital exported from other countries 
and sent here for safe-keeping until more 
stable conditions were established in other 
countries. 

The gold accumulations of France since 1926 
throw light upon the movement of gold in- 
to the United States. During the years 
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when the franc currency of France was de- 
preciating and seemed likely to go the way 
that the mark currency of Germany had gone, 
residents of France were naturally prompted 
to accumulate credits abroad where currencies 
were stable. They built up credits in London 
and New York, aggregating in value many 
hundreds of millions of dollars, and when the 
French currency was stabilized in the latter 
part of 1926, and confidence in it reestablished, 
these foreign credits began to be converted, 
first into credits at the Bank of France, and 
finally large amounts into gold, which was 
transferred to Paris. The Bank of France still 
holds a large amount of foreign credits so 
obtained. 
An Unbalanced Situation 


It will be seen that the large accumulations 
of gold in New York and Paris, since 1914 
have resulted from abnormal conditions, hav- 
ing their origin in the war. In this sense it is a 
maldistribution of gold. The two countries 
have more than they can advantageously use 
and other countries have less than they might 
advantageously use. In the United States the 
additions to the bank reserves furnished the 
basis of the great speculation in stocks, and 
to a great extent the new supplies of credit 
were absorbed in this manner. \Few persons 
will now dispute the proposition that the 
country would have been better off with less 
gold and less available credit? The old story 
of credit inflation has been repeated once more, 
but this time based upon gold and seen in 
stocks rather than commodities. Real estate 
has had a share. 

The present distribution of gold, therefore, 
is something for which nobody can be said 
to be responsible, except as somebody may be 
responsible for the war. The situation cannot 
be changed rapidly, for it may be questioned 
whether in proportion to the share of the 
world’s business done in the United States and 
the amount of bank credit outstanding here, 
the gold reserves of this country are any larger 
than those of other countries. It hardly can 
be doubted, however, that, with the present 
banking organization and a normal use of 
credit, the business of this country could be 
handled efficiently, safely and without any 
pressure upon prices, with very much smaller 
gold reserves. }Anyway, it is safe to say that 
the normal growth of industry, trade and gen- 
eral business will not require more gold, on 
net balance, for a good many years to comé. 
This, however, does not signify that more may 
not come. 

The Control of Gold 


The distribution of gold, however, is not 
controlled by any authority. It is not a gov- 
ernmental function, or controlled by the banks. 
The currents of trade and finance, which are 
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set in motion by private enterprise, control 
distribution. In the years when we were 
buying foreign securities freely gold importa- 
tions ceased or fell off and when we ceased 
to buy foreign securities gold imports were 
resumed, but foreign securities are sold to 
the investing public. 

International trade and financial dealings 
tend to settle themselves, with moderate 
movements of gold back and forth to settle 
balances. Economic conditions of themselves 
tend to maintain an equilibrium, and the central 
banks which head the banking systems of the 
several countries, by changes in their discount 
rates, tend to adjust the volume of credit to 
economic conditions and thus restrict the gold 
movements. All countries are interested in 
maintaining the stability of economic condi- 
tions. Large movements of gold disturb credit 
conditions both in the countries from whence 
they are taken and the countries to which they 
are transferred. Goods, services and securities 
should practically balance out and in from 
year to year, and with a growing volume of 
internationally known securities regularly 


bought and sold in all markets, and readily 
moving from one to another, the necessity of 
large gold movements tends to be further 
reduced. 

This tendency to settle the exchanges of the 
world by the clearing process, which already 


has been carried so far in both domestic and 
foreign trade, means diminishing demands 
upon gold reserves and a possibility of reduc- 
ing the reserve percentages which in the past 
have been thought necessary. 


On the other hand, while this is the normal 
tendency in international intercourse, abnor- 
mal events, such as war, with the sudden 
creation of great international debts, or legis- 
lation affecting trade, may disturb the world 
equilibrium and cause gold movements which 
affect the state of credit everywhere. 

If in our intercourse with the world we 
insist upon policies which will give a continu- 
ing balance of payments in our favor, we will 
either get more gold, lose trade, or be obliged 
to lend abroad to furnish the means of settle- 
ment. Somehow the balances must be settled. 
If we have, or get, more than our share of the 
world’s gold, world trade will suffer, as it is 
suffering now, and we will have our share of 
the suffering. 

It is obvious that a maldistribution of gold 
will have the same effects in the countries 
which fail to get their proper share as a short- 
age in the world supply, and as these countries 
experience the ill effects and are limited in 
purchasing power, other countries will be 
affected also. 

In view of the enormous shifts of gold during 
and since the war the known effects of these 


movements in causing credit restriction in 
some countries and credit inflation in others, 
the relation of current gold production to the 
situation seems to be so completely obscured 
as to be impossible of calculation. Apparently 
there is ample warrant for considering it a 
negligible factor. 

Mr. Carl Snyder, of the Federal Reserve 
Bank of New York, has calculated that ap- 
proximately all of the new gold production 
available for monetary use since the war has 
been absorbed by three countries, viz.: the 
United States, India and France. In view of 
the forces that were attracting gold to the 
United States in 1928 and 1929 it may be ques- 
tioned whether if world production had been 
25 per cent larger the distribution would have 
been any different or the world business situa- 
tion any better today. 

At the present time, money—credit—is a 
drug in the market at all the leading financial 
centers of the world, but unfortunately condi- 
tions are very different in the debtor countries 
which have heavy payments to make in the 
financial centers, and whose paying power 
consists in the raw and crude commodities 
which have fallen seriously in value. This is 
a feature of the situation upon which we have 
commented before, but further reference to it 
in this connection is in order. 


The Industrial Equilibrium 


The statementis made above that under 
normal conditions trade tends to find balanced 
relations and settle itself. This is true regard- 
less of tariffs or other regulations, provided 
they are sufficiently permanent for business 
to adjust itself to them. It is the violent 
changes which upset business, and the war 
was the most violent upheaval that modern 
business ever has known. 

An equilibrium in industry and the exchanges 
is a necessary condition of prosperity. In both 
domestic and foreign trade goods pay for 


_ goods, and must be produced and priced in 


such relations that trade practically settles 
itself. The war disturbed established rela- 
tions, by giving an enormous stimulus to 
production outside of Europe, particularly in 
staple products, and the low prices resulting 
since the war in some instances have stim- 
ulated efforts to increase production as a 
means of making up for lower prices, as wit- 
ness a further increase of wheat acreage in 
Australia this year. Furthermore, legislation 
for the protection of home industries and to 
secure favorable trade balances for the pro- 
tection of gold reserves has promoted a further 
increase of production for home markets, this 
causing a congestion of supplies in open 
markets, breaking down prices there, and 
eventually affecting prices even in the pro- 
tected markets. Reference was made last 
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month to the actions of Italy, Japan and other 
countries, formerly importers of sugar, which 
have become wholly self-supporting in this 
respect, on account of their need to reduce 
unfavorable import balances. Also of the 
efforts of Great Britain by means of a heavy 
subsidy to build up a domestic beet sugar 
industry in England, although the British 
colonies of Jamaica and Trinidad are paying 
subsidies out of their treasuries to keep their 
cane sugar industry alive. The sister Domin- 
ions of Canada and New Zealand are now en- 
gaged in a tariff war precipitated by efforts of 
New Zealand to export butter to Canada. The 
flour mills of Hungary, among the largest 
and most modern in the world, built to supply 
the trade of the Austro-Hungarian empire, 
are idle most of the time because of the tariffs 
raised against their products by the neighbor 
states. Mannheim, Germany, formerly was 
one of the import milling centers of Europe, 
but its mills are nearly idle by reason of the 
legislation largely excluding foreign wheat. 

A recent British government publication, 
entitled “The Growing Dependence of British 
Industry Upon Empire Markets,” written by 
F. L. McDougall, representative of Australia 
on the Empire Marketing Board, contains 
the following, which unquestionably describes 
a tendency developing in the post-war years: 

It has been clearly shown by the Balfour Commit- 
tee on Industry and Trade that “taking the world as 
a whole, the widespread development of home manu- 
factures to meet needs formerly supplied by imported 
goods is by general consent one of the outstanding 
features of the post-war economic situation, and this 
is perhaps the most important permanent factor tend- 
ing either to limit the volume or to modify the char- 
acter of British export trade.” 

The idea of aiming at self-sufficiency is now firmly 
held in certain European countries which, in pre- 
war years, were only slightly industrialised, and 
British goods which formerly found a ready sale in 
those markets are now wholly or partially excluded 
by the competition of the locally produced article 
under the protection of an import tariff. A similar 
tendency occurs among Empire countries, 

The desire to build up home industries is 
not new, but the efforts for economic inde- 
pendence were stimulated by the war. The 
idea prevails that it is safer to rely upon 
home production and home markets than trust 
to advantageous trade. It seems plausible, 
but carried to its logical conclusion it would 
mean that every person or family should be 
an independent unit, supplying all its own 
wants. That would dispose of all the con- 
flicts and maladjustments arising from indus- 
trial organization. 

However, the war set in motion changes in 
industrial development which upset the pre- 
viously existing equilibrium, or state of 
gradual development, and the result has been 
increasing, surpluses, and particularly a loss 
of equilibrium between crude products and 
finished goods. The world has too much sugar, 
coffee, wheat, textile materials and other 


staples, traceable largely to undue stimulation, 
either by the war or legislation. The goods 
pile up in the warehouses, prices break and 
the producers are unable to buy manufactures 
because their own incomes are_ reduced. 
Japan, India, and other countries in the past 
large importers of textiles have become pro- 
ducers on a low cost basis, and are bent, not 
only upon securing “economic independence,” 
but achieving positions in the export field. 
Moreover, it is impossible to refer to the 
relations of Asia to the present situation 
without considering the abnormal conditions 
existing in China, India, and throughout the 
former Russian empire. 


Significant Gold Movements 


The losses of gold in the last two years by 
the countries of Asia and South America whose 
principal exports are foodstuffs and crude 
products are of especial interest in this con- 
nection. These gold movements signify the 
movement of gold for the settlement of bal- 
ances, and the loss of gold from the banking 
reserves necessitates a contraction of bank 
credits in much larger amounts. 

The unfavorable balances of these countries 
have been caused in part by increased interest 
payments resulting from increased indebted- 
ness contracted during prosperous years, in 
part from larger importations of foreign goods 
stimulated by the same prosperity, and largely 
by the falling off of the market values of their 
products. 

Leaving out our importations of gold from 
Europe and Canada, which have been largely 
cancelled by counter-movements, the losses of 
gold by Asia and South America to the United 
States and Great Britain in 1929 and 1930 are 
shown separately below: 


Gold Imports Into the United States 
(In dollars) 
1929 Jan. to July, 1930 
527,000 
72,478,000 
3,589,000 


Chile 
Argentina 





391,000 
8,285,000 
59,411,000 
3,840,000 
6,002,000 
1,000,000 
3,477,000 
10,313,000 
6,030,000 
114,031,000 


212,780,000 


Colombia 
Peru 
Uruguay 
Venezuela 
China 

Hong Kong 
Japan 








85,030,000 


Gold Net Imports Into United Kingdom 
(in dollars) 
1929 Jan. to June, 1930 
39,129,000 13,972,000 
-.24,603,000 84,246,000 
2,433,000 51,000 


98,269,000 
$ 85,030,000 
66,165,000 
212,780,000 
98,269,000 


$462,244,000 


South America 
Australia 
New Zealand 


Total 66,165,000 
1929 Imports to United States 
“ “ oe “ Kingdom 
1930 Imports to United States. 
4“ “ “ “ Kingdom 





Total to two countries 
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In addition to the movements to the United 
States and Great Britain, it is known that con- 
siderable amounts have gone directly to Paris, 
and possibly lesser amounts to other European 
financial centers, the grand aggregate certain- 
ly being in excess of $500,000,000 in gold. 

In addition to the loss of gold the banks 
of these countries have suffered a considerable 
diminution of their foreign exchange holdings, 
and their exchanges are considerably under 
par. 


In the case of Japan, a considerable amount 
of foreign funds had accumulated in the coun- 
try in anticipation of the resumption of gold 
payments which occurred last January, and 
since the withdrawal of these the loss of gold 
has been comparatively small. The heavy de- 
cline of silk exports and values, however, has 
made the balance of payments quite heavily 
adverse. Silk is involved in a general textile 
situation, with rayon, cotton and wool. The 
decline in the price of coffee is the principal 
explanation in the case of Brazil and Colombia. 
Like conditions account for the other ship- 
ments. Under ordinary conditions these coun- 
tries count upon meeting their foreign obliga- 
tions through the credits arising from their 
exported products, and resort to gold means 
that they are simultaneously reducing their 
imports of foreign merchandise, as drastically 
as possible. 


It is obvious that all of this gold would 
have been more serviceable to the two coun- 
tries that have received it if it could have been 
retained in the countries from whence it has 
been shipped, for the support of their monetary 
and banking systems and the maintenance of 
the trade equilibrium. None of it was needed or 
wanted here, and already much of it has been 
forwarded to France, where it is needed no 
more than here. There is no apparent warrant 
for thinking that the shipments have been 
caused by any shortage of gold in the world. 
Goods are not exchanging for goods on a 
normal basis, and gold moves to settle the 
difference. 

There is no tangible evidence that changes 
in the world’s supply of gold have had any- 
thing to do with the price disturbance of the 
last year, but it is evident that the break in 
prices, beginning with certain important 
staple commodities, and through them affect- 
ing the purchasing power of millions of con- 
sumers, has spread with cumulative influence, 
throughout the business world. Cause and 
effect are intermingled, and fear and natural 
conservatism have played their usual part after 
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the movement attained headway. This is only 
repeating the experience of all business 
depressions. 
The Larger Gold Problem 

There is a larger gold question than that 
relating to the precipitate decline of prices in 
the last year, or the decline of the last five 
years. It has to do with future supplies of the 
metal rather than to those that have been avail- 
able to this time. Notwithstanding the fact 
that gold production has been showing a 
moderate increase over the last five years, 
there are reasons to apprehend that this trend 
may not be sustained, but possibly reversed in 
the near future More than 50 per cent of the 
world production is being obtained from the 
Transvaal field, South Africa, and the older 
mines of that field are approaching exhaustion. 
Tse field has been extended in recent years 
and new producers of large capacity thus far 
have more than sustained the aggregate yield 
of past years, but warnings are given that this 
probably will not be the case for long. Definite 
predictions are made that a gradual falling 
off will begin at as near a date as 1932, and 
that by 1940 the decline will be of substantial 
proportions. This view, it should be said, is 


challenged, and it is true that similar predic- 
tions have been made before and failed to 
come true. Undoubtedly new mines and fields 
will be opened in other parts of the world, 


but there is small chance of another Rand. 
Whether or not the decline of this great field 
begins within two years or ten years, the cer- 
tainty of it at no distant time is something 
for the financial world to be thinking about. 
The international financial conference at 
Genoa in 1922 stressed: the importance of 
greater cooperation between the Central 
Banks of all countries with a view to giving 
stability to credit conditions and of making 
more effective use of banking reserves. 
Prompted by the same motive the Financial 
Committee of the League of Nations;acting 
on the authority of the Council, has formed a 
body, made up in part of its own members 
and in part by appointments outside its mem- 
bership, “to examine into and report upon the 
causes of fluctuations in the purchasing power 
of gold and their effect upon the economic life 
of Nations.” This body held its first meeting 
in August, 1929, and second meeting in June, 
1930, and will make an interim report to the 
Financial Committee at the League meeting 
this month. Thus the subject is under inquiry 
and consideration in the most important in- 
ternational conference body. 
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